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FEDERAL DEPOSIT INSURANCE CORPORATION
The proposed "mark to market accounting" regulation was tabled by the FDIC Board
at its meeting on 11/1/82. The proposal would have required insured savings
banks to report: newly acquired debt and equity securities at current value
and to permit deferral and amortization of gains and losses on current fin
ancial assets sold after 1/1/83. During the meeting, FDIC Chairman William
Isaac called on the accounting profession to join the discussion of savings
banks’ accounting for financial assets and losses "more seriously than they
have in the past."
SECURITIES AND EXCHANGE COMMISSION
In order to clarify any confusion concerning the recent SEC proposal regarding
the definition of the term "member" in its rules on independence of account
ants, the following is the official summary. "The Commission proposes to
amend its rule regarding the independence of accountants because it believes
that application of the rule may be unnecessarily broad. The proposed ac
tion would redefine the term 'member,' as used in section 210.2-01(b), so
that the rule would no longer apply to any professional employee who is not
involved in providing professional services to the subject client or any
of its affiliates, and is not a managerial employee located in an office of
the firm participating in a significant portion of the audit. If the Com
mission adopts the proposed amendments, it will make appropriate revisions
to its published independence interpretations relating to the financial
interests and business relationships of professional employees to conform
than to the more limited application of the independence rule resulting
from the revised definition of 'member.'"
SMALL BUSINESS ADMINISTRATION
Size standard regulations for the accounting, auditing and bookkeeping services
industry were recently issued as a proposed rule by the SBA (see the 11/2/82
Fed. Reg., pp. 49664-65). The proposal would allow firms in the industry
to have no more than 100 employees to be considered "small" for government
procurement purposes. The current size standard for this service industry
is that average annual receipts for the preceeding three fiscal years not
exceed $2 million. This industry group has not been previously assigned
an individual size standard, but has been measured by the general services
standard. According to the release, the standard would permit approximately
98 percent of the firms in the industry to qualify as small. Comments are
requested by 12/2/82. For additional information contact Robert Ray at 202/
653-6373.
TREASURY, DEPARTMENT OF
The IRS began work on more than 30 new regulatory projects during September,
most of which stem from provisions of the Tax Equity and Fiscal Responsibi
lity Act of 1982 (TEFRA). Officials of the IRS have stated that work on an
additional 30 projects from TEFRA have been started during October. Ac
cording to Assistant Treasury Secretary for Tax Policy John Chapoton, enact
ment of the tax legislation is expected to result in approximately 100 new
rules projects. The projects relating to TEFRA deal with a wide spectrum
of its provisions, including safe harbor leasing, tax aspects of mergers and
acquisitions, the investment tax credit basis adjustments, partnership audits,
personal service corporations, the possessions tax credit, return penalty
provisions and limitations that were placed on the foreign tax credit. The
semiannual agenda of the Department of the Treasury including regulations under
review or development and regulatory actions completed within the past six
months was recently published in the 10/28/82 Fed. Reg, p. 48684.

-2Definitions of U.S. source periodical income effectively connected with the
conduct of a banking, financing or similar business within the U.S. is the
subject of a notice of proposed rulemaking by the IRS (see the 11/4/82 Fed.
Reg., pp. 49981-83) . This proposal, which will affect foreign banks with
U.S. branch offices, is proposed to be effective for income includable in
taxable years beginning 30 days or more after the publication of final
regulations by a Treasury decision in the Federal Register. The proposed
rulemaking contains an amendment to Income Tax Regulations (26CFR Part 1)
under section 864 of the IRC of 1954. This amendment corrects an inconsis
tency, according to the IRS, between current regulations,describing income
that is effectively connected with the conduct of a banking business in the
U.S., and the legislative history of section 864(c). This proposed change
would also prevent foreign banks from avoiding all U.S. tax on interest in
ccme generated by their branches. For additional information contact Martha
E. Kadue at 202/566-3238.
Employers in 13 states, the District of Columbia, Puerto Rico and the Virgin
Islands may be liable for increased federal unemployment taxes (FUTA) on
wages paid in 1982, according to a recent IRS press release (IR-82-129).
The states are: Arkansas, Connecticut, Delaware, Illinois, Maine, Michigan,
Minnesota, New Jersey, Ohio, Pennsylvania, Rhode Island,Vermont and West
Virginia. The FUTA tax for 1982 is 3.4 percent of the first $6,000 paid to
each employee. Employers may take a credit against the tax for their contri
butions to certified state unemployment compensation funds. Federal law
allows states to borrow against the federal unemployment accounts when the
state unemployment insurance funds have been depleted by heavy benefit pay
ments. Employers in those states that are behind in repaying the federal
advances for two consecutive years are subject to a reduction in the credit
allowable against the FUTA tax. Outstanding loans not repaid by 11/10/82,
where the states have met certain solvency requirements, employers will have
the following credit reductions: CT, 0.7%; DE, D.C., IL, ME, NJ, PA, P.R.,
IR, VT AND V.I., 0.6%; AR, MI, MN, OH and WV, 0.3%. If the states have not
repaid the loans by 11/10/82, and have not met the solvency requirements,
the following credit reductions will be applicable: CT, 1.3%; D.C., 1.1%;
DE, IL, ME, NJ, PA, P.R., RI, V T A N D V.I., 0.9%.
A proposed rule clarifying the definition of "newly discovered oil" for purposes
of the windfall profit tax has recently been issued by the IRS (see the 11/5/82
Fed. Reg., pp. 50306-307) . The proposal is designed to clarify the require
ments for the qualification of crude oil as newly discovered oil and define
the term production in "commercial guantities," which affects the net income
limitation on windfall profit and the exemption for Alaskan oil. Basically,
the proposal states that taxable crude oil qualifies as "newly discovered
oil" if it is produced from a newly discovered oil property, a property that
did not produce oil in commercial quantities in 1978 or is a new lease on the
Outer Continental Shelf, or is imputed from a utilized property. Comments
are requested by 1/4/83. For additional information contact Robert H. Ginsburgh
at 202/566-3297.
SPECIAL:

BAUCUS AMENDMENT INCLUDED IN SUBCHAPTER S MEASURE SIGNED BY PRESIDENT

H.R. 6055, the Subchapter S simplification measure was signed into law on
10/19/82, by President Reagan. The rules for Subchapter S corporations,
those companies that are taxed as if they were not incorporated, are often
so complex they discourage companies from taking advantage of the tax in
centive. Subchapter S status enables partnerships, small businesses and
closely held corporations to enjoy the benefits of incorporation without the
additional burden of paying both corporate and personal income taxes on the

-3companies dividends. Included in the measure is an amendment by Sen. Max
Baucus (D-MT) which eases tax rules for certain small businesses and farmers.
The Baucus amendment would permit Subchapter S corporations to earn a higher
percentage of their income from investments rather than sales. The amendment
raises the "passive" income ceiling from 20 to 25 percent and revokes the
provision that terminates Subchapter S status for companies if they exceed
this limit.
SPECIAL:

SENATE FINANCE TO STUDY REFORM AND SIMPLIFICATION OF CORPORATE TAXATION

A study of recent proposals to revise the treatment of corporate mergers, acqui
sitions, net operating losses, and issues concerning the taxation of cor
porations and shareholders will be undertaken by the staffs of the Senate
Finance Committee and the Joint Committee on Taxation, according to the
Senate Committee's Chairman Bob Dole (R-KA) . "The recently passed Tax
Equity and Fiscal Responsibility Act of 1982 makes major strides toward
preventing unintended corporate tax benefits to be realized by aggressive
tax planners. But there remains more to be done. I believe that sophisti
cated taxpayers are still able to obtain unintended benefits in certain com
plex corporate transactions. Moreover, the enormous complexity of the current
corporate tax law puts unintended burdens on honest taxpayers," Sen. Dole
states. The staffs are expected to look into a number of issues in addition
to recent legislative recommendations including the relationship between
the tax free incorporation provisions, the treatment of net operating losses
in corporate acquisitions, and the definitions of debt and equity. Taxpayers
who wish to submit recommendations or to call problems to the staffs attention
are requested to send written statements to Robert S. Lighthizer, Chief
Counsel, Finance Committee, 2227 Dirksen Senate Building, Washington, D.C.
20510. Deadline for comments is 12/15/82. Hearings on the subject are ex
pected early next year.

For additional information, please contact Jim Kovakas, Gina Rosasco,
Nick Nichols or Kathee Baker at 202/872-8190.
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